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Pattern 


Absorbs Managers of Portfolios 


N QUICK perspective, average prices 

of common stocks listed on the New 
York Stock Exchange recorded a post- 
war maximum in 1946 which has not 
since been approached . . . but neither 
have they made a new low since 1946. 
We see in the chart line a pattern of 
descending tops extending over more 
than 28 months. The million-dollar ques- 
tion is, will the lows of the unusually long 
interregnum be penetrated before national 
industrial growth, or a new period of 
confidence, or inflation, or a combina- 
tion of all three act to stimulate the 
market into renewed and 


vigorous 
progress ? 
The immediate market background 


contributes little to a pre-view of 1949. 
The problems of the moment submerge 
the path of precedent. If, writing as 
an observer of stock market phenomena 
for more than 30 years, I should say 
that new lows would not surprise me, 
would the comment be anything more 
than a hedge? 


Tax Sales Feature 


The Dow, Jones & Co. industrial aver- 
age, standing a shade higher than 173, 
is, true enough, still well above the 1946 
minimum of 163.12; but these days of 
late autumn are witnessing the play of 
that annual artificiality which registers 
the approach of an uneven year’s end— 
sales in order to record losses in income 
tax statements. 

The editor of THE ExcHANGE allowed 
for this depressant when he outlined the 
kind of discussion required; what he 
wanted was an investment counselor’s 
view of elements which investors would 
have to take into account from here on. 
That was a large order, in view of the 
jolt which securities market psychology 
has slowly been absorbing since elec- 
tion day. The unknown and yet-to-be- 


of Long-Range Forces 


By EDWARD L. BARNES 


measured forces in business and political 
events, which began to loom suddenly 
over the horizon on Nov. 3, have to be 
considered, and their psychological im- 
pact, when and if they shall eventuate, 
promises to have a profound effect upon 
the market yet to be. Some, of course, in 
the nature of all things problematical, will 
be less important than others. 

It would be unrealistic for anyone to 
ignore uncertainties and there are plenty 
to be pondered, and evaluated as they 
actually develop. Whatever the ebb and 
flow of stock market prices may prove 
to be during the final weeks of December, 
cold analysis of ordinary market response 
to unsettled sentiment warrants this ob- 
servation: a stiff boost in corporate in- 
come taxes and another round of wage 
increases early next year could work to 
push prices, on the average, under the 
sacrosanct minimum of 1946. 

Investment portfolios, nevertheless, 
should be in shape to withstand a bit of 
adversity and readjustment in the busi- 
ness world during the next 12 months. 
Moreover, as money comes forward to be 
newly invested, a price reaction is not an 
unmixed evil. Far from it. It is a 
“spread” of prices over a considerable 
range which supplies portfolio manage- 
ment with the sinews of astute success. 


A Turning Wheel 


Unquestionably, as I view the scene, the 
final months of 1948 marked the begin- 
ning of deterioration in the post-war boom 
—the transition from a sellers’ paradise 
to a buyers’ market. We are still far 
from the buyers’ paradise that prevailed 
in early 1942, for example, but the 
trend is turning in that direction. 

As usual, the stock market is well 
ahead of the business trend. For one 
thing, it had been forewarned in polit- 
ical discussion that, in some estimations, 


Stock Exchange Christmas tree on Broad 
Street during blizzard of Dec. 26, 1947 








profits were too big; that it was time 
businessmen took “their share” of re- 
sponsibility for high prices; that labor 
unions were going to rush through a 
fourth round of wage increases before 
the bloom was off the rose; that price 
controls were looked upon as a prime 
instrument of a stabilized economy. 

Even before Washington _ planners 
could devise specific action, a_ slight 
decline occurred in the index of con- 
sumer costs, the first break in the upward 
spiral for a long time, yet a highly sig- 
nificant pause, suggesting that the normal 
corrective forces of big production and 
more closely guarded consumer financial 
resources were about to assuage the pains 
of inflation. 

Correctly or incorrectly, the stock mar- 
ket in the post-election weeks has been 
under the that punitive 
measures might be shaping against “ex- 


impression 
cessive” profits. It is worth a thought, 
however, that by the time Congress gets 
around to debating higher taxes, price 
controls and a host of other economic 
departures, the discovery may be made 
that business does not, after all, require 
the services of an anesthetist. 


Looming Questions 


In such an event, the probabilities are 
that the stock market will pull out of 
the slough of emotional despondency and 
enjoy some fair-sized, possibly transient, 
recoveries. But before anyone can con- 
fidently make commitments on the as- 
sumption of an extensive and sustained 
rise of stocks, three tremendous ques- 
tions must be disposed of to the satisfac- 
tion of the great mass of investors — 


(1) Can rapprochement be at- 
tained with Russia, permitting real 
peace and abundant production and 
exchanges of goods? 

(2) Will the power of organized 
labor be strengthened by repeal or 
revision of the Taft-Hartley Act, or 
otherwise ? 

(3) Will the pegged price of 
United States Treasury long-term 
bonds be maintained, and what will 
be the outcome of this experiment in 
“managed” interest rates? 


There are collateral questions bothering 
investment managers, including, of 
course, the corporate tax rate to be set 
for 1949; the amount of spending for 
capital purposes by industry now that 
signs of a crest in business have ap- 
peared; the cost of strengthening our 
military establishment, and the extent of 
the drain on our resources in the process 
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SCENE FROM INVESTMENT 
ADVISER'S SEAT* 


The author of the article on this 
page is the manager of the Planned 
Investments Department of Stand- 
ard & Poor's Corporation. In his 
work a view of the more distant 
horizon is constantly necessary; 
hence, little attention is paid in the 
text to market phenomena evident 
when the discussion was prepared, 
late in November. The views ex- 
pressed are Mr. Barnes’ and do not 
necessarily reflect the impressions 
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of extending military assistance abroad. 

The trend of business, of legislation, 
the trend of social planning and _think- 
ing, the trend of supply and demand, of 
prices and other business forces, whether 
for weal or woe, are more to be watched 
and weighed than the existing state of 
affairs. 

Numerous trends, since 1946, 
have unquestionably had bearish impli- 
cations for investment values. Refer- 
ence can be made to bond prices, which 
stopped rising early in 1946, well in 
advance of the top of the stock market. 
The main trend of bond prices has been 
downward for virtually three years, and 
the opinion is ventured that they would 
be lower today were it not for the pegged 
price of Governments. 


Tax and Wage Trends 


some 


The upward trend in taxes and wages, 
two major cost items over which man- 
agement has little or no control, if 
projected into future years foreshadow 
whittled-down profit margins. Another 
trend worth noting is the decline in sav- 
ings. Complementary to it is the sharp 
upward trend in consumer borrowings, 
resulting in new legislative discussions of 
tighter credit control. 

An eight-point economic program in- 
cluding price controls, an excess profits 
tax, rationing of essential commodities, 
and steps to prevent industry and business 
from “reaping all the benefits, such as 
they have done in recent years,” was 
demanded in the annual report of the 
C. 1.0. on the eve of its tenth constitu- 
tional convention. If there is one sure 
way to pull the props from under the 
economy it is to scare capital into hiding. 

Some labor bosses and some politicians 
never miss an opportunity to parade hob- 
goblins before investors— as though a 


man who saves and invests has done 
something criminal. As for the claims 
that business or investors “are reapi 
all the benefits,” the official Statistics 
of national income for 1947 show com. 
pensation of employes at $127,501,000, 
000 and dividends at $6,880,000,000, 4s 
compared with 1936, compensation more 
than doubled; dividends increased only 
50 per cent. 

Investment advisers who ignore the 
end result of organized depredatory ap 
tacks on savings and income might well 
be criticized should they fail to convey 
to clients the deleterious effects of social 
change on invested capital. Because of 
the mounting burden of taxation, it is no 
longer possible to accumulate capital ag 
readily as in former years. Extraordinary 
precautions are therefore being taken by 
prudent individuals to preserve what they 
have. Incentives to take a chance having 
been appreciably dulled, the raising of 
new capital for corporate undertakings 
via common stock issues has become 
exceedingly difficult. 


Capital Grows Cautious 


That there exists what might be termed 
a super-cautious attitude on the part of 
capital, evidenced in one way by the 
failure of stocks to sell as high in 1948 
as they did in 1946, when aggregate 
earnings and dividends were lower than 
now, can be traced to persistent sneers 
at thrift and invested savings. Propa- 
ganda against profits is so utterly u- 
American as to raise a presumption that 
it is deviously inspired. Capital shivers 
at thought of undue risk and is drawing 
back into its shell. 

With monotonous regularity, spokes 
men who warrant front-page attention 
in the newspapers misrepresent the role 
of profits in our free economy. . But 
angle just a single glance at the results 
of profits. The undistributed profits 
which were reinvested by industry in 
1947 exceeded $11,000,000,000. This 
money is a protection for workers who 
are sure to get their wages at jobs which 
the retained profits will provide. Take 
on the other side of the fence, the stock 
holder. He received only 40 per cent of 
earned profits after taxes. The other 
per cent was ploughed back into plant, 
equipment, inventories and __ research 
aimed at larger business, a greater variety 
of product — more work for the wage 
earner. Denial of a larger share of profits 
to the owners, while it increases their 
equity, is no guarantee of a deferred 
return. That all depends upon future 

(Continued on page 8) 
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Tax Proposal 
To Unlock 


Venture 


Capital 


STEPS TO ENLARGE DIVIDEND INCOME, INCREASE FEDERAL 


REVENUE, BY EXEMPTING STOCKHOLDER FROM TAX ON 


PART OF DIVIDEND RECEIPTS 


By Emix Scuram, President, New York Stock Exchange 


USINESS and government occupy 
separate spheres. Each has its du- 
ties and responsibilities. A “cold. war” 
between them can only result in unem- 
ployment, a shrinkage in production, a 
slump in government revenues. On the 
other hand, cooperative effort will pro- 
duce a stable prosperity, an unanswer- 
able argument to the claims of the foes 
of democratic capitalism. 

Far be it from me to try to prescribe 
for government and business, but if I 
had the job and had to do it in two or 
three sentences, I would say to govern- 
ment: 

Because three-quarters or more of the 
Federal Government’s revenues are now 
derived from taxes based on wages and 
business earnings, it is essential that the 
wheels of industry continue to turn. Of 
the qualities of statesmanship, none is 
more important than fairness and tem- 
perateness. It would be unfair and intem- 
perate to create a set of conditions handi- 
capping business and then condemn the 
inevitable results as evidence of the evils 
of the American economic system. 

And to business I would say: 

Remember that this is 1948. There is a 
world-wide trend toward security. This 
trend has reached into the far corners of 
the earth where the New Deal has scarcely 
been heard of. In many countries the 
people are willing to surrender the heri- 
tage of freedom with its incentives for the 
mere promise of security—something 


which is abhorrent to us, but which re- 
veals the strength of the human desire for 
security. Maybe we can resolve the prob- 
lem of security and freedom, and in the 
process, level off the extremes of boom 
and bust. While the rewards may not be 
as great as we should like in any one 
year, the average result will be more sat- 
isfactory. 


To Play the Game 


To summarize, let government not ride 
roughshod because of its power and let 
business not take the attitude of the 
youngster who broke up the baseball 
game and went home with the ball be- 
cause he was not permitted to be the 
pitcher. 

Stepping down now from my role as 
economic physician, I would like to say 
that, while the financial community is not 
at the moment the most optimistic spot in 
the country, we can take pride that it has 
done a magnificent job both during the 
war and since war’s end. And it has done 
so under most discouraging conditions. 
The brokerage and investment banking 
business has had no share in the current 
boom. It has, in fact, undergone some- 
what of a depression since mid-1946 and 
presented an important imbalance in the 
domestic economic picture. 

According to the latest study of the 
United States Department of Commerce, 
net corporate debt increased between 
1945 and 1947 from approximately $84 


billion to $100 billion and it is fair to 
assume that by the end of 1948 it will 
have reached $110 billion. All private 
debt, including individual and non-cor- 
porate, increased from $140 billion at the 
end of 1945 to $172 billion at the end of 
1947. It will probably advance by at least 
another $15 billion this year. Net public 
debt, including Federal, state and local, 
declined in the same period by about $30 
billion, with the result that at the close of 
1947 the private portion represented 
about 42 per cent of total net public and 
private indebtedness, as compared with 
34 per cent in 1945, This should make us 
watch our step. 

These figures cause me to ask this ques- 
tion: is business tending to borrow too 
readily? ‘Are we creating too severe a 
strain of repayment? We are fortunate in 
having a relatively low ratio of private 
debt to national income at the moment, 
but is not debt increasing too rapidly for 
continued economic health? 


Effect of High Prices 


Private debt to be sound, we all agree, 
has to rest on ownership. Because of our 
present high prices, it is particularly nec- 
essary to keep the ratio of debt to total 
business investment low and have ample 
cash in the bank. While by and large, 
business and individuals do not appear to 
have an excessive ratio of debt to owner- 
ship capital, the aggregate conceals the 
exceptions. The situation may be summed 
up as follows: 


1. This year corporations will have 
net earnings before Federal income taxes 
of about $34 billion and $21 billion after 
taxes. They will probably pay close to $8 
billion in dividends, leaving approxi- 
mately $13 billion of retained earnings. 
If we take the three-year period 1946- 
1948 as a whole, we find that business 
has reinvested some $30 billion of undis- 
tributed earnings which have cushioned 
the increase in debt at the expense of the 
stockholder. 

Stockholders are getting only about 40 
per cent of reported earnings against 
70 per cent in the past; yet stockholders, 
like government and business, have to 
meet higher living costs. There are excep- 
tions among industries. Some do not have 
large undistributed earnings—notably the 
public utility industry, which must rely 
on external financing in large degree and 
as a result is on the horns of a dilemma. 


2. While the debt ratio of corporations 
is still good, the trend, if unchecked, is 
bad. Our tax laws encourage debt financ- 
ing as against the raising of ownership 
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funds. The yield to individuals on own- 
ership securities, reduced by high surtax 
rates, is far less attractive than gross 
yields would indicate. We have, in one 
way and another, given encouragement 
and special assistance to the wage earner, 
to the farmer and to business itself, but 
not to the stockholder, who must be 
counted in millions. 

We have neglected the stockholder. 
Neither business nor government has 
given him much consideration. One of the 
little-recognized results of this neglect is 
the loss of revenue by the Federal Gov- 
ernment. If we assume the government re- 
ceives about 40 cents out of each dollar’s 
dividend paid to individuals, it appears 
that in 1948, if companies could have paid 
the percentage of dividends which they 
distributed in the past, the Government 
would have received additional revenue 
of $2 billion or more! 


To Encourage Investment 


would be to 
change our tax structure in a way to 
encourage investment in ownership. I am 
not dogmatic as to how this should be 
done as long as we maintain a balanced 
budget. I do feel that, under present con- 
ditions, with our commitments abroad, it 


One effective remedy 


should be done in a way to maintain 
or increase the government's revenues. 

Given the will to do so, the problem 
can be solved beneficially for both busi- 
ness and government. Let’s look at the 
problem for a moment from the stand- 
point of the stockholder. Some people say 
that the reason why savings do not flow 
into ownership is due, in a large degree, 
to taxes, but there are other factors. 
There is the unfamiliarity among savers, 
particularly among savers in the labor 
and farmer groups, with corporate securi- 
ties as investments. Government data show 
that from 1935 to 1947 there was not 
only no flow of individual savings into 
corporate securities—there was actually a 
decline to the extent of approximately $3 
billion. 

I feel that we in the financial world 
can do, and are on the point of doing, 
a better job in the sale of investments. 
There has been too much tendency to 
allow ourselves to be shaken by passing 
events. We should strike a note of greater 
confidence in the long-term advantages 
of the ownership of the securities of 
American enterprise. Instead of emphasiz- 
ing the possibilities of catching “highs” 
and “lows,” we are about to use our 
imagination and visualize the possibilities 
in interesting the public to buy securities 
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regularly as a means of producing income, 
much as they have learned to purchase 
life insurance as a means of protection. 

By encouraging long-term investment, 
I do not mean to belittle the importance 
of speculation which, carried on by people 
who are well informed and who can afford 
the risk, adds stability and liquidity to 
the market. 

To encourage long-term investment and 
ownership of American enterprise, I would 
like to see the capital gains rate of 25 
per cent reduced substantially. At the 
Stock Exchange we see the effects of the 
present tax in a practical sense. It checks 
the flow of capital. 


A Cause for Dissatisfaction 


Giving thought to the double taxation 
of dividends which has been mentioned 
so often lately, I do not know of one 
recognized authority on taxation who is 
satisfied with it. I do not know of one 
who does not believe that it is contrary 
to sound tax legislation. No less an 
authority than Secretary of the Treasury 
Snyder recommended correction in a 
speech at Houston, Texas, in December, 
1947. The Revenue Act of 1913 clearly 
recognized this inconsistency. At that time 
corporations paid a one per cent income 
tax and dividends received by individual 
stockholders were exempt from the one 
per cent normal tax. 

Since the end of the war, corporations 
are retaining a disproportionate share of 
their earnings to finance expansion and 
provide additional working capital. I 
deem it inevitable that our Government 
will think more seriously of the applica- 
tion of Section 102 of the Internal Reve- 
nue Code, concerning the situation of 
reserves from earnings. The CIO, at its 
recent meeting in Portland, Oregon, has 
already advocated an undistributed profits 
tax, which I hoped had been buried with 
the Revenue Act of 1938. 


Exploring New Tax Proposal 


About a year ago, with the help of 
Franklin Cole and Company, economic 
consultants, the Stock Exchange made an 
exhaustive study of the generation and 
flow of savings into investment. In an 
attempt to keep pace with conditions 
which have changed since publication of 
this pamphlet, we are currently exploring 
an interesting tax proposal. Before feeling 
free to advocate its adoption by the Con- 
gress, however, I intend to talk with the 
managements of many companies in dif- 
ferent industries. The proposal would 
exempt the stockholder from taxation on 


bed 


that portion of dividends paid by corpo. 
rations in excess of 50 per cent of their 
earnings available for the common stock 
after Federal taxes. 

This proposal, if enacted into 
would: 


1. Eliminate any necessity for an un. 
distributed profits tax; 


2. Eliminate any need for Section” 
102 of the Internal Revenue Code 


3. Recognize the injustice of double 
taxation of dividends in principle, 
but only to a limited degree; 


4. Give cause for stockholders oF 
owners to take decidedly more 


interest in the affairs of their 
companies ; 


5. Increase. revenues to the Federal 
Treasury, although it is not pros 
posed as a revenue measure. ([f) 
this provision had been effective 
January 1, 1948, at least 50 _ 
cent of earnings might have been 
distributed instead of less 
40 per cent, resulting in an esti’ 
mated $700 million in additional 
Federal Revenues) ; 


6. Increase the attractiveness of own 
ership securities and hold down” 
the increase in the debt of cor- 
porations; 


Tend to reduce emphasis on pos- 
sible capital appreciation and 
place the emphasis of investment 
programs on continuity and sta- 
bility of income; 


As 
— 
- 


Militate against concentration of 
power. 


I should like to emphasize in outlining 
this tentative proposal that it leaves man- 
agement and stockholders, or owners, in 
the position of determining dividend 
policy without one iota of government 
interference. This is as it should be. For 
example, if sinking fund repayments con 
tained in a loan agreement or indenture 
interfere with more liberal dividend pay- 
ments, stockholders will have the facts 
before them and explained. Likewise, 
exceptional growth, which creates extraor- 
dinary need for funds, will not be retarded 
by forcing dividend payments in lieu of 
a penalty, as under the undistributed 
profits tax. 





The foregoing text develops the principal 
theme of an address delivered on Dec. 14 
at a luncheon of the New York insurance 
industry in honor of the National Asso 
ciation of Insurance Commissioners. 
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BRIEF GLANCE in market retro- 

spect, now that equity prices are seen 
to have reached relative stability after 
November’s hasty selling, suggests that 
post-election liquidation was shaped with- 
out consideration of important facts. It 
happened, too, that sales induced by a 
reversal of widely expected developments 
on Nov. 2 ran parallel with that annual 
artificial pressure upon prices which con- 
fuses year-end markets . . . deriving from 
sales to make records for income tax 
statements. Both influences upon market 
sentiment contained transient elements 
which were remote from such realistic 
items as earnings, dividends, investment 
yields and the heavily increased earning 
assets of many corporations during 1947 
and 1948. 

As this discussion is being written early 
in December, with sales for tax purposes 
still evident, it is feasible to deal merely 
with events as they have shown themselves 
since the election. For background, the 
Dow, Jones & Co. industrial average on 
Nov. 1 stood at 189.76, only a trifle under 
itt maximum of a rally which gathered 
fair headway through most of October. 
Retracing its steps abruptly, the market 
slipped down to 171.20 on Nov. 30, a re- 
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cession of nearly 10-per cent. During this 
interval of nearly a month, sales ran rather 
steadily at 1,000,000 shares a day or 
higher; and when improvement began on 
Dec. 1, the volume still held up. 


Market Steadies After Decline 


The Dow-Jones average figure during 
the first four days of December rose from 
171.31 to 176.22, a rebound quite con- 
ventional after a decline of a month’s 
duration. That there was any at all might 
be thought surprising since a great many 
holders of common stocks were still reg- 
istering losses for the Department of In- 
ternal Revenue to contemplate. On this 
point, it is worth examining “tax sales” 
in their actual operation; from a kind of 
analysis of these sales something of an 
insight might be gained into probabili- 
ties for the stock market’s early future. 
An opinion about the longer prospect will 
be found in the article by an investment 
adviser on page 1. 

Sales with tax recording intentions fill, 
by no means, a one-way street. The broad 
panorama of tax selling involves actually 
a complicated process of transfers by in- 
vestors and traders out of particular situ- 
ations into others. The money-saving urge 
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expressed by such liquidation does not 
necessarily extend into the seller’s abrupt 
sacrifice of (1) dividend yield or (2) 
market “position.” Investors who follow 
the trend of their brokers’ market letters 
cannot escape in this season of the year 
a variety of suggestions about “switch- 
ing”: from one steel industry stock into 
another, from one petroleum stock into 
a contemporary of equivalent grade and 
often of yield, or from one chemical into 
another. 

The result in market give and take is, 
somewhat simplified, like this— 

Mr. K, an investor, whose 100 shares 
of XYZ Steel Company show in late 
November a depreciation from the pur- 
chase price of 15 points, sells and re-in- 
vests in 100 or perhaps 125 shares of 
FRP Steel. The latter company he consid- 
ers logical for ownership in respect to 
dividend return, sturdy record in its in- 
dustry and prospects. Mr. J, another par- 
tisan of steel company equities, with a pa- 
per loss of 12 points in FRP Steel, regis- 
ters the loss by a sale and invests in XYZ 
Steel. Mr. D, who favors oil company 
stocks, sells his 50 shares of KDA Pe- 
troleum because it has declined 10 points 
from the purchase price and reinvests in 
JJO Oil & Refining shares; and Mr. R, 
with a depreciation in JJO Oil & Refining, 
sells and buys KDA Petroleum. 


Multiple Exchanges Involved 


Applying this process to hundreds of 
stocks in the New York Stock Exchange 
list, it becomes evident that tax selling 
gathers within its full scope a multiple 
exchange of stocks from one ownership 
into another. Both sellers, of XYZ Steel 
and FRP Steel, have gained a tax ad- 
vantage; both have immediately re- 
sumed their positions in the industry, and 

(Continued on page 12) 












































High Costs, Scarce Labo 


NVESTORS are aware of the present 

apparently insatiable demand for cop- 
per, lead and zinc by industry despite the 
continually rising prices for these metals 
since controls were lifted in 1946. They 
are less informed on the problem of en- 
larging ore reserves or at least maintain- 
ing them for the mines, and of the higher 
cost of doing so today. 

Officials of the Bureau-of Mines have 
pointed out again and again that domestic 
reserves of copper, lead and zinc ores are 
not unlimited. In a comprehensive paper 
published in 1945 it was declared that 
commercial reserves of copper ore in this 
country would be exhausted in 34 years at 
the 1935-39 annual rate of use, reserves of 
zinc in 19 years, and of lead in 12 years. 
As present consumption is far in excess of 
pre-war rates, the situation could well be 
alarming if it were not for one important 
factor that makes these estimates of little 
more than academic interest. 

This is the high level of metal prices. 
The Bureau’s estimates of reserves were 
based on pre-war figures. It was probably 
not envisioned that copper would advance 
100 per cent in three years above a pre- 
war price of 12 cents a pound, nor that 
lead would leap 230 per cent to 2114 cents 
from 61% cents, nor that the zine price 
would double to 171% cents. 


Ore of Low Content 

Obviously these higher values for the 
metals bring into the reserve picture great 
tonnages of ore that were submarginal in 
character in 1945 and accordingly were 
not included in the estimates. It is difficult 
to say to what extent the country’s ore 
reserves would be changed today if 2314- 
cent copper, 211-cent lead, and 1714-cent 
zinc were used for bases instead of the 
pre-war prices, but it is safe to assume 
that they would be greatly increased in 
spite of the drafts made upon them in the 
intervening period. 

Some mines have considered it sound 
policy to take advantage of high metal 
prices by operating mainly on ore of mar- 
ginal grade that was not included in their 
original commercial reserves, the latter 
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The largest open pit copper mine on the North American continent at Bingham, Ut 


being left virtually intact. Granby Consoli- 
dated, one of the few companies that dis- 
closes its reserve figures to stockholders, 
has been consistently mining copper ore 
averaging less than 0.9 per cent copper 
while its official reserves remain at 1.25 
per cent. 

Ore reserves, in an engineering sense, 
can be stated in numerical terms, and are 
based on the amount of actual develop- 
ment of the ore body in advance of min- 
ing, plus a conservative estimate based on 
geological evidence and experience else- 
where in the same district. The tonnage al- 
lowed in the estimate is affected by min- 


ing cost and selling price of the metal. 
higher selling price may be wiped out 
an increased operating cost. In the find 
analysis, ore is material that can be ming 
only at a profit, 


Plain Rock at Bottom 


Reserves are not inexhaustible. An om 
deposit may have a limited tonnage of 
per cent copper ore, a larger tonnage @ 
2 per cent ore, and a much larger amouii 
of 1 per cent and so on, but a point is 
timately reached where the material be 
comes barren rock. Occasionally the om 
body is sharply limited by structural com 





ditions, and there are no gradations, But 
in either case the problem of the mine 
manager is to maintain ore reserves, and 
the old rule, to place a ton in sight for 
every ton mined out, is always a good one, 
so far as it is humanly possible to follow. 


Development Role Appreciated 


The importance of development work 
is appreciated by every honest and com- 
petent mine manager not only in the inter- 
ests of the company’s stockholders, but 
from a Machiavellian standpoint to extend 
his own job. Development cost, often 
buried in the over-all mining cost, but 
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B EWING GALLOWAY 
ottom of open pit mine in Bingham canyon 


EWING GALLOWAY 
Concentrator and machine shops in foreground, smelter in background, at Miami, Ariz. 


sometimes segregated as a separate item 
as it should be, will approximate 15 to 25 
per cent of the mining cost, depending 
upon the character of the operation. It is 
easy for an unscrupulous or inexperienced 
management to show stockholders a pleas- 
ing cost reduction by cutting down on de- 
velopment, but an awakening is sure to 
come with stunning severity. 

Exploration work is somewhat differ- 
ent. In spite of the most vigorous and in- 
telligent effort, development on the old 
ore body may prove disappointing. Efforts 
will then be made to locate a new deposit 
in the same area, where from geological 
inference it appears that another hody 
may exist, or company funds may be used 
to prospect in an entirely new field. This 
has occasionally been done with conspicu- 
ous success, as witnessed by the develop- 
ment of the San Manuel ore deposit by 
Magma Copper Company, 70 miles dis- 
tant from the Magma property itself. 


Many Tried, Few Chosen 


But the days are gone when new mining 
properties of major importance may be 
found fortuitously. An interesting com- 
mentary on this situation appears in the 
latest annual report of the Kennecott Cop- 
per Company, which states that in follow- 
ing a policy of active exploration for 
mineral deposits, the company in the last 
four years examined 475 prospects, did 


work on 34, and anticipates that one of © 
these projects will be developed for pro- 
duction in the future. 

Too often enthusiasts declare that the 
United States has vast unknown tonnages 
of ore resources awaiting development. 
This may not be denied, but the rate of 
discovery of new major ore bodies in the 
last 50 years discourages flamboyant op- 
timism. There have been few important 
copper discoveries since 1900, and aside 
from the Tri-State zinc field developed in 
1916, no new lead or zinc areas have been 
found that were not known before 1900. 
It is significant that in 1947 fully 76 per 
cent of the new copper mined in the United 
States was produced by three companies. 
One company produced 30 per cent of our 
lead; and four companies produced 40 
per cent of our zinc. 

Not only has it become more difficult to 
find new major ore bodies, but the capital 
cost involved in developing and equipping 
them for large-scale operation has roughly 
doubled since pre-war years. A pre-war 
rule-of-thumb estimate by mining engi- 
neers of the cost of a concentrating plant 
was about $1,000 per ton of daily ca- 
pacity, divided roughly 70 per cent for 
machinery and equipment, 30 per cent for 
construction labor. It would be an opti- 
mistic engineer today who quoted, off- 


hand, less than $2,000 per ton. 


Present-Day Costs 


At today’s prices, structural steel costs 
about 100 per cent over pre-war, and elec- 
trical equipment 60-75 per cent more. La- 
bor costs have doubled and account for 50 
per cent of the over-all construction costs. 
The Bureau of Labor Statistics estimated 
that the increase of mining machinery 
costs for 1949 over 1943 would be about 
30 per cent, but this estimate appears low. 

The Magma Copper Company discloses 
that for the initial development of its San 
Manuel property it has arranged for 
credits of $3,500,000. From South Africa 
it is reported that the pre-war cost of a 
plant with a monthly milling capacity of 
100,000 tons was £600,000 or about 
$700 per daily ton of capacity. The cost 
today is £1,000,000, up 66 per cent. 

Even without post-war increases for la- 
bor and equipment, the capital cost of a 
modern mining and milling plant will be 
far greater than a decade ago on account 
of the ever-increasing need for mechani- 
zation. This applies particularly to the 
mine itself. Under present conditions it is 
hard enough to find men who can be 
trained to become good miners, and vir- 
tually impossible to find experienced men 
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who are willing to work underground un- 
less supplied with labor-saving equipment. 

Gone are the days of the mucker with 
the strong back and the weak head, gone 
is the car-trammer, and the mule skinner. 
The modern miner has to handle machin- 
ery and insists upon it. He demands a me- 
chanical shovelling machine and an elec- 
tric mule for tramming. Rock drills must 
be light and capable of fast drilling. He 
wants a chance to contract his work for 
big pay, and he needs the equipment to do 
it. Otherwise, he will work above ground 
under much pleasanter and more health- 
ful conditions. 

This is progress, but it means larger 
capital expense for the mine and greater 
depreciation and replacement charges. 
More than this, it means increased general 
expense for a housing program, and for 
providing recreational and health facili- 
ties. It means a training period for under- 
ground men, at the company’s expense, of 
course, before sending them below. This 
is the program that confronts a new com- 
pany that proposes to enter the mining 
field. Miners are in short supply today. 
The Homestake mine is operating at less 
than 60 per cent capacity due to the lack 
of skilled miners, and nearer home, the 
Mt. Hope iron mine near Dover, N. J., 
has not been able for more than two years 
to bring its underground crew to more 
than half the number required for efficient 
operation. Surface mines, like the big 
porphyry coppers in Utah, Arizona, and 
Nevada, are doing better on labor sup- 
ply, but skilled men are still in demand. 

Underground mines are still behind on 
development work, which means that their 
ore reserve position has deteriorated, due 
primarily to the shortage of miners. 

It was pointed out by a prominent offi- 
cial of a major lead mining company that 
in 1948 his company, in spite of the high 


price of lead, would undertake an explo- 
ration and development program rather 
than try to maintain output without 
proper development work. ‘ 

In appraising the equities of the major 
mining companies it appears that inves- 
tors have not accorded full significance to 
the fact that a major part of mine devel- 
opment and plant construction was done 
at costs for labor and equipment far be- 
low the cost of duplication today. During 
the last two decades enormous sums, taken 
from earnings, have gone into capital ac- 
count without recourse to the capital mar- 
ket. The Phelps Dodge Company notes in 
its 1947 report that capital expenditures 
for the past 17 years have aggregated 
nearly $90,000,000. Had the facilities 
been contracted for at the level of prices 
today the amount would have been very 
much greater. 


Real Worth Understated 


Yet the book value of the fixed assets is 
necessarily based on the original cost plus 
additions, less reserves, which represent a 
gross understatement of the actual worth 
today based on reproduction costs. This is 
just as true of the development work done 
in the mines as it is of the plant and equip- 
ment costs. In spite of the advances made 
in mining technique and machinery, the 
over-all cost of shaft sinking, level driving 
and stope development, if it all had to be 
done today, would probably make the 
original cost of the work look amazingly 
low. 

Little recognition is given to this in the 
market price of some of the leading min- 
ing shares if comparison is made with 
book value. In the accompanying table the 
average price for 1939 is presented with 
the book value for that year, contrasted 
with the price on Nov. 20, 1948, and the 
book value in 1947. 











Copper Stocks—Market Prices 


Book Value Av. Price 
1939 1939 
Amer. Smelt. & Refin. - $38.51 $41 
Phelps Dodge 32.39 38 
Kennecott 31.61 37 
Anaconda 59.13 30 
American Metal 43.30 31 
Average 40.99 35.4 


In 1939 the market placed an average valuation of 92.6 per cent of the book value on 
these five equities, in pre-war dollars. In late November of this year the market was 
placing only a slightly higher valuation on the 1947 book value which was still largely 
carried in pre-war dollars, but the market price was in post-war dollars. A little reflection 
on the lower purchasing power of the dollar today suggests how much the market price 
may be out of ratio when replacement is considered. 


Compared with Book Values 





Price as 
Mkt. Price as Mkt. Price Per Cent 
Per Cent of | Book Value Nov. 20 Book 
Book Value 1947 1948 Value 
106% $47.38 $54 113% 
117 37.86 55 145 
117 43.90 57 129 
51 67.47 35 52 
72 50.00 31 62 
92.6 49,32 46.4 95 











WHOSE OX IS BEING GORED? 


Czechoslovakia, you know, noted 
Lou Schneider's Trade Winds col. 
umn released by Bell Syndicate, is 
a Soviet satellite nation. Well, an 
American visitor, taken to a Prague 
asked, “Whose is it?” 
Proudly the guide responded, "It 
belongs to the workers." Pointing to 
three large, new motor cars outside 
the plant, asked the visitor, “Whose 
are those?" Said the guide, "Those 
belong to the bosses."" Now the 
Czech guide is visiting a Detroit fac. 
tory. "Whose is it?" he asks. Says 
the American, “It belongs to thou- 
sands of small investors." Pointing 
to many hundreds of new, shiny cars, 
asks the visitor, "And whose are 
those?" Proudly answers the Amer- 
ican, "Those belong to the workers." 


factory, 











Long-Range Forces 
(Continued from page 2) 


taxes, wage levcis, materials’ costs, other 
expense items and the state of business, 

Human elements enter the picture, too, 
For one reason or another, the investor 
receiving today’s dividends may not be 
around when the proceeds of an increased 
equity are later distributed. 

Most of the foregoing is obvious to 
investors who have chafed about their 
dividend receipts, and to others who fol 
low trends. Admittedly, I have presented 
a somewhat dubious picture for those 
who desire to erect a foundation for 
1949 plans. There is a saying that the 
worst never happens, and it applies in 
the securities market just as it is true 
in other lines of endeavor. When cap- 
ital is timid, that portion of it represented 
in the markets is especially mobile. 
Hence, equity prices have an oft-repeated 
habit of discounting the worst—much of 
the worst often being imaginative—only 
to retrace much lost ground the moment 
there is a change of public psychology. 

What actually will happen to invest 
ment values probably lies somewhere 
between current doubt and _ the rosy 
optimism of the inflationists. Realism 
dictates that legislation will have a strong 
bearing upon trends in securities. Which 
suggests that, for some time to come, the 
most informative market letters will be 
written by Washington press corre 
spondents. 
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EXHIBIT OF 


HILE the cyclical nature of divi- 

dends shows up plainly in the 
accompanying records for a sampled 
group of stocks going back as far as 
1938, the average payment over the last 
10 years often is a respectable amount 
and represents a generous yield on the 
original investment. Some substantial 
“average” payments per share, computed 
over the 10 years, are: General Motors 
$2.78. Standard Oil (N. J.) $2.31, Texas 
Co. $2.25, Carpenter Steel $2.20, National 
Steel $2.77, U. S. Pipe & Foundry $2.02. 
Amounts distributed in 1948 are running 
well ahead of the former “average” rates. 
An exception might seem to be Standard 
Oil of N. J., but the two stock dividends 
of 2% per cent each declared this year 
could be considered an additional credit. 


Lengthy Records Featured 


THe ExcHaNceE frequently publishes 
lists of stocks which have yielded divi- 
dends without interruption over a long 
term of years. The most recent list (in 
the August, 1948, issue) included 97 
equities which have made payments an- 
nually for the last 40 years or longer. A 
future issue will give the records of com- 
mon stocks which have paid continuously 
throughout the intermediate term of 25 to 
40 years. 

To supplement the bare record of divi- 
dend longevity, briefed-down statistics 
are presented from time to time showing 
the highest, lowest and average amounts 
paid out over a period of years by rep- 
resentative common stocks. In most 
lengthy dividend records isolated years 
will be found in which payments sank to 
little more than a token level. Granite City 
Steel, for example, paid only 1214 cents 
a share in 1938. Dividends on this issue 
reached an even lower ebb of $0.05 a 
share in 1946, the year of widespread 
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work stoppages. West Virginia Pulp & 
Paper paid only $0.30 in 1938, and pay- 
ments sank even lower to $0.20 a share 
in 1939 before profits turned up sharply. 

What primarily interests the individual 
investor who holds his stocks on a long- 
term basis is not the lowest or highest 
payment he is likely to receive at any one 
time, but the average return over a 
period of years: The extent of the recov- 















Chrysler Corp. sae tale ihaes 
Diamond T Motor Car Co. .... 

























* Including extras. (a) Adjusted. 
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GROUPS OF MEDIUM LONG-RANGE DIVIDEND PAYERS 


1925 
ee.) ere 1923 
General Motors Corp. .. 1915 
Mack Tracks, Tac. .........:: 1922 


PAPER AND PUBLISHING COMPANIES 


gS *, a 1929 
oo ror 1926 
es a 1915 
Sutherland Paper Co. ...... 1923 
West Virginia Pulp & Paper Co. 1899 


Atlantic Refining Co. ......... 1927 
Pismoute Ol Go. ............ 1925 
Standard Oil Co. (N. J.) 1882 
pe 1903 
Union Oil Co. of Calif. ....... 1916 


Mone Sheet G6... 53 55k sas 1901 
Carpenter Steel Co. .......... 1907 
Granite City Steel Co. ....... 1928 
National Steel Corp. ......... 1907 
U. S. Pipe & Foundry Co. .... 1926 


{ Excluding declarations in 1948 that are payable in 1949. 


LONG-RANGE PAYERS 


A. DEVANEY 


ery which has been made by dividend 
yields is not generally appreciated by the 
public. From a low point in 1938, aggre- 
gate dividends yielded by common stocks 
listed on the New York Stock Exchange 
advanced steadily until 1941. From that 
time until the end of the war the excess 
profits tax held down corporation net 
profits, and hence dividends, but a gen- 
erally overlooked fact is that record- 





Calendar Year 
Cash Dividend Payments* 
1938-1947 





Year Declared 

Consecutive o — or Paid? 
Cash Dividends 10-Year through Recent 
Began Highest Lowest Average Nov., 1948 Price 


AUTOMOTIVE COMPANIES 


1926 





$3.00(a) $1.00(a)  $1.99(a) $4.00 52%4 


1.75 0.25 0.99 1.50 13 
2.50(a) 0.12%(a) 1.44(a) 3.50(a) 33% 
3.75 1.50 2.78 4.50 57% 
2.75(a) 0.12%(a) 1.24(a) 1.50(a) 14 











1.00 0.50 0.70 1.00 28 

3.00 1.00 1.75 3.00 22% 
1.95 1.80 1.86 2.27% 47% 
2.50 1.20 1.48 2.50 3556 
3.00 0.20 1.32 4.00 42% 


PETROLEUM COMPANIES 










2.00 0.70 1.27 2.00 36% 
1.40 0.90 1.12 1.90 3958 
4.00 1.25 2.31 2.00 72% 
3.00 2.00 2.25 3.00 5356 
1.20 1.00 1.04 1.95 291% 


STEEL AND IRON COMPANIES 


4.25 0.42(a) 1.62(a) 4.00 45% 
3.00 0.40 2.20 2.50 32% 
1.00 0.05 0.35 2.25 291%4 
4.00 1.00 2.77 5.00 87 

2.50 1.60 2.02 2.80 42% 
















breaking business volume at least per- 
mitted fairly stable disbursements. Pay- 
ments were steadier than they had been 
at any time since the 1920s. Then in 
1946 dividends resumed an uptrend that 
has not been interrupted to date, figures 
for the first nine months showing total 
payments on common stocks listed on the 
New York Stock Exchange running some 
15 per cent ahead of last year. 

The over-all result of good continuity 
of dividends, plus a raising of dividend 
rates in the post-war interval, is a yield 
performance, measured over a decade, far 
superior to what an outside observer 
logically would deduce, either from the 
extent of public interest in the market, or 
the tone of much of the comment on in- 
vestment subjects. As long ago as 1946 
concern was expressed by some commenta- 
tors that “current high rates of corporate 
not be re-current.” Those 
who ignored these fears and held on to 
their stocks of good quality have since 
received the benefit of 
sizable dividends. 


earnings may 


two years of 


Part of Series 

The accompanying dividend statistics 
for 20 stocks in the automotive, paper 
and publishing, petroleum and steel in- 
dustries comprise the third article on this 
topic to appear in THE EXCHANGE within 
the last year and one-half. Other indus- 
trial covered were: chemical, 
electrical equipment, food, machinery and 
metal manufacturing, mining and retail 
stores. 


sections 


often rate as “defensive” 
those equities which in the past have 
yielded fairly uniform dividends despite 
periods of business recession. Some of the 
best records, among the industries already 
surveyed, were made by companies in the 
food and chemical fields. 

In the current exhibit, the automotive 
and petroleum concerns show a some- 
what greater stability of dividends than 
do the remaining two industrial groups— 
although the record of the automotive 
share payments is by no means consist- 
ent enough to rate them as 


holdings. 


Investors 


defensive 


PHOTOS ON COVER AND PAGE 1 

The cover photograph, which was taken 
by Ewing Galloway, shows a slope of Mt. 
Baker, Wash. The photograph of the 
Stock Exchange Christmas tree on page 1 
was taken by Robert Coope, of the Na- 
tional City Bank, on the afternoon of 
Dec. 26, 1947, as New York City’s record 
snowfall of 25.8 inches in 24 hours was 
setting in. 
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Stock Dividends 
As Concerns Hold Cash 


FFORTS by corporations to conserve 

cash are amply evident in the sud- 
den pick-up in declarations of stock divi- 
dends. In the first 11 months of the year 
26 distributions of additional common 
stock were made to holders of equities 
listed on the New York Stock Exchange: 
in the month of December, at least 20 
more stock dividends will be paid. 

Any distribution of less than 100 per 
cent is considered a stock dividend (those 
of 100 per cent or more are termed stock 
split-ups, which are reviewed separately 
by THe Excuance). A quirk in popular 
attitudes toward equities lies in the fact 
that when a distribution of one new share 
is made for each share already held, or 
maybe as high as 10 new shares for each 
old share, the dilution is so apparent that 
the matter is regarded solely as a split-up. 

There is a belief, however, that a stock 
dividend, of say 5 or 10 per cent, sub- 
stitutes in some way or other for a cash 
declaration. In the market’s appraisal of 
values, this may or may not be true. 
Looking at some of the largest percentage 
distributions in the list below, Skelly 





on Increase 





























Oil was selling at 1501 a week before a 
10 per cent stock dividend was declared 
(the timing was at the peak of the mid. 
1948 rise of oil equities, however); a” 
week after the dividend was paid the 
stock sold at 11214. This was an extreme” 
case. United Merchants & Manufacturers ~ 
dropped in price only from 19% to 16 t 
on a 10 per cent stock dividend—taking 
prices as of a week before the declaration» 
and a week after payment. E 
More constructive trends were shown 
by Sun Oil and Van Raalte. Measuring” 
prices over the same interval, from a” 
week in advance of the declaration to a 
week after payment, Sun Oil went from” 
5334 to 5134 on a 10 per cent dividend — 
paid last Sain Van Raalte from 35 
to 253, on a 50 per cent dividend, In” 
citing these prices, no attempt has 
been made to adjust for the trend of the 
over-all securities market during the vari- 
ous periods involved. This would have 
been vital in a year of wide market swings; 
instead the general market gives signs 
of closing the year at a level not far re 
moved from that of the year before. 





STOCK DIVIDENDS DURING 1948 


Per Cent Date 

Company Stock Div. Payable 
Armco Steel Corp............ 20% Feb. 6 
Fo SEE ae 10 Nov. 15 
Artloom Carpet Co., Inc..... 3 Sept. 22 
‘ig es Si = aeae. ae Dec. 20 
Bush Terminal Co.......... 5 Mar. 15 
i Be OE Gis Neca kaediena's 10 Dec. 10 
Clark Equipment Co........ 10 Dee. 15 
Colonial Mills, Ine......... 5 Oct. 28 
Columbia Pictures Corp..... 244 May 14 
Cons. Textile Co., Inc....... 10 July 19 
Dow Chemical Co........... 2% Dec. 15 
ES a er eee 4 Mar. 30 
” Sele tiesae Meas 4 May 26 

me scale wa Seadieaave 4 Oct. 28 

Eastman Kodak Co......... 5 Jan. 22 
Eversharp, E66. ...cccccccee 24% Jan.15 
Ferro Enamel Corp......... 10 = Dee. 20 
Food Fair Stores, Inc....... 5 Dec. 29 
Grayson-Robinson Stores, Inc. 5 Dee.15 
Inter. Bus. Machines Corp... 75 Feb. 6 
Johnson & Johnson......... 5 Nov.15 
Nat'l. Cash Register Co..... 10 ~=Dee. 20 
Nat'l. Cylinder Gas Co....... 2 Dec. 10 


Per Cent Date 
Company Stock Div. Payable 
Mat Bead Geicosccccisindes 5% Dec. 20 
uy ee ere 10 Dec. 17 
PRR DEED 6.0 cccaieeaenars 5 Sept. 15 
POW EO 6:65 cs sesccsesees 7 Dee.l4 
Pittsburgh Forging Co....... 6 ~=Dee. 29 
Piymoath OF Co..........00- 2 Dee. 20 
Publicker Industries, Inc.... 24% Mar. 31 
> as “ ... 214 Sept. 30 
Remington Rand Ine........ 5 Aprea 
Republic Steel Corp......... 4  Dec.21 
WE Oe ice ca skis asian 10 = Dee. 22 
Seen WP Wik nc scene 10 = Sept. 24 
Secony-Vacuum Oil Co...... 2 ~~ Dee.10 
Standard Oil Co. (N.J.).... 244 Juneld 
© Xe “ .... 2% Degen 
Standard Oil Co. (Ohio).... 2 Dee.10 
ED Rie csitncieie scenes 10 Jan. 30 
EP inketecuseeaeetc 10 ~=Dee. 30 
WOM IDG | cvidcnecginie oe cauincie 24%, Nov. 15 
WME TBs. 55 cdacimicictcs 5 Apr. 5 
re gM AP ren rere ere 5 Oct. 1 
United Merch. & Mfrs., Inc.. 10 July 30 
Van Raalte Co., Inc......... 50 = Jan. 23 
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Peahody Coal Company 


644,165 Shares 
5% Conv. Prior Pfd. 
Stock, Par $25 


2,235,356 Shares 
Common Stock, Par $5 


Ticker Symbol: PEX 





HE COMPANY is rated as the largest 

producer of commercial bituminous 
coal in Illinois and the second largest in 
the nation. It was organized in 1928 
through the consolidation of a predecessor 
corporation of the same name, incorpo- 
rated in 1890, and five other coal com- 
panies. 

Peabody operates 10 mines in Illinois 
and, through its subsidiaries, Black Moun- 
tain Corporation and American Eagle 
Colliery, two mines in Kentucky and one 
in West Virginia. Besides these producing 
units, the company has retail coal sales 
subsidiaries in Chicago, St. Louis and 
Minneapolis, two mine field railroad sub- 
sidiaries in Illinois and West Virginia, a 
subsidiary owning land and coal rights in 
Oklahoma and a land association owning 
a small amount of real estate in Illinois. 

While its markets include railroads, 
industrial users, dealers and retail con- 
sumers, the company’s largest customers 
are certain utility corporations which pur- 
chase coal on long-term contracts. These 
companies, which serve Chicago, its prin- 
cipal suburbs and the surrounding metro- 
politan area of northern Illinois and In- 
diana, include Commonwealth Edison 


Company, Public Service Company of 
Northern Illinois, Chicago District Elec- 
tric Generating Corporation, Super-Power 
Company of Illinois, Northern Indiana 
Public Service Company and Peoples Gas 
Light & Coke Company. 








Contracts now in effect with the Edison 
group and with Northern Indiana Public 
Service Company provide that Peabody 
shall supply these utility companies with 
at least 75 per cent of their coal require- 
ments. The Edison group is required to 
take a minimum of 2,518,500 tons an- 
nually, the Northern Indiana Company 
115,500 tons a year, and the Peoples Gas 
Light & Coke Company is required to take 
an annual minimum of 366,000 tons of 
gas coal, Contracts, with amendments and 
supplements, have been in effect with these 
utilities since 1928 and 1929. 

All current contracts extend to April 30, 
1958. The corporations involved are en- 
gaged in substantial expansion activities, 
and the company anticipates that their 


























cutting machines, mobile mechanical load- 
ers and electric locomotives for mine use. 

In 1946, latest year for which Bureau 
of Mines figures are available, the com- 
pany and its subsidiaries produced 17.14 
per cent of all coal tonnage in the state 
of Illinois and 2.3 per cent of the total 
bituminous production in the United 
States. A construction and replacement 
program started a year ago has increased 
the company’s annual productive capacity 
by 3,000,000 tons, according to Peabody 
officials, and further planned construc- 
tion will bring the gain to 4,500,000 tons. 

Stockholders have authorized the com- 
pany to raise up to $10,000,000 of addi- 
tional capital to finance the program. 
Construction, however, will be postponed 


Cleaning plant and tipple with a capacity of 900 tons an hour at Harrisburg, Ill. 


future demands for its coal not only will 
continue but may increase. Other cus- 
tomers are situated in 31 states and 
Canada. 

The company and its mining subsidi- 
aries own or have under lease coal lands 
which contained, as of April 30, 1948, 
an estimated 921,906,475 recoverable tons 
of coal. Of this amount, 886,639,377 tons 
are owned and 35,267,098 tons are leased. 
All the company’s mines are equipped 
with modern mining machinery, includ- 
ing track and mobile short-wall under- 


until building conditions are more settled. 

Sales in the year ended April 30, 1948, 
totaled 14,258,976 tons, of which 8,046,- 
546 were to utilities, 5,186,578 to rail- 
roads, industrial users and domestic 
dealers, and 1,025,852 to retail customers. 
Sales in the preceding year totaled 14,- 
299.637 tons. 

Dollar sales in the year ended April 30, 
1948, totaled $52,582,542 and net earn- 
ings were $2,420,931, compared with 
sales the preceding year of $44,745,863 
and earnings of $1,437,153. 
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Sales for Tax Record 


(Continued from page 5) 


the same with the sellers and buyers of 
the petroleum and chemical common issues. 

Deductions from these “switching” illus- 
trations would, of course, not be fully 
comprehensive, for investor experience 
shows that a considerable proportion of 
sellers who seek to reduce their income 
taxes postpone re-purchases at the risk 
of a lost position and lessened dividend 
income. 

The logic of the hypothetical sales and 
purchases indicates, however, that the 
market product of year-end readjustments 
may be over-discounted. The accompany- 
ing table of statistics is presented for the 
convenience of readers who may want to 
trace the course of prices between Dec. 
15 and the end of the year. For that pur- 
pose the lowest point, on Nov. 30, of the 
movement since Nov. 2 is the most recent 
date employed. 

Considering the subject of sales for the 
tax record, scrutiny of the tabled statis- 
tics raises a practical question. The 20 
stocks include some of the more active, 
some of the higher priced of the Stock 
Exchange list, some to be rated as specu- 
lative and a majority rated as good-grade 
equity investments, The question is, which 
stocks of a representative list like this 
would induce tax selling? 

A glance down the columns showing 
the extent of declines during November 





JOURNAL OF COMMERCE'S 
NEW DEPARTURE 


For the information of subscrib- 
ers to THE EXCHANGE, the Journal of 
Commerce of New York began, on 
Nov. 22, the publication in Monday 
editions of a complete record of 
dealings on the New York Stock 
Exchange in the preceding week. 


The tabular statistics include the 
week's high, low and last prices, 
sales and net change, also Satur- 
day's closing bid and asked quota- 
tions. Where no transactions oc- 
curred during the week, bid and 
asked quotations are printed. The 
table includes, as well, price ranges 
for the current year and dividends 


of 1947 and 1948. 











and the full gamut of recessions from this 
year’s tops to the prices of Nov. 30 re- 
veals many declines which would 
hardly encourage sales. A “paper deprecia- 
tion” of 5 points or less is, realistically, 
scarcely profitable enough to transfer to an 
income tax statement; yet over one-third 
of the 20 stocks declined less than 5 points 
from election day to the end of Novem- 
ber and some have since regained part 
of that retreat. Only about half of the 


net 








Sampled Common Stock Performance 
in Post-Election Markets 
Decl. High Nov. 30 
—-Closing Prices————_, from of Decl. 
Nov. 1 Nov. 3 Nov. # Nov. 1 1948 from High 

American Can 814, 804% 79% 2%% 9234 13% 
Am. Smelt. & Refin, . 61% 58, 531% 836 68 14, 
Atch., Top. & S. F. . 113% 108% 99% 14% 120% 21 
Bethlehem Steel 394 37 32% 6% 3934 73% 
Celanese Corp. . . .. . 34 32% 2936 45% 39% 10% 
Ches. & Ohio R. R. 38% 37% 31% 6% 4514 13% 
Chrysler Corp. 60% 57% 505% 956 654 154% 
Consol. Edison 245% 23% 21% 2% 25% 3% 
Dow Chemical 49% 47% 447% 5 50% 556 
du Pont . 181% 17644 165% 16 188% 23% 
General Electric 421, 40 38 414, 43 5 
General Motors o. » CS 62% 56% 9% 66 9% 
Goodrich Tire & Rubber . 64 601%, 58 6 64, 6% 
Kennecott Copper 60% 57% 53% 7 60% 7% 
Montgomery Ward . . . . 59 56% 5434 414, 65 10% 
N. Y. Central : 16° 15% 12% 3% 184% 5% 
Standard Oil (N. J.) 80% 77% 713% 8% 92% 21% 
Union Carbide 43% 41 38% 41, 431% 4, 
United Aircraft 27% 26 22% 54 305% 8% 
U.S. Steel 844 794 695% 14% 87% 18 








stocks showed on Nov. 30 a depreciation 
of as much as 714 points from their 
maximum levels of this year, and this ad. 
verse edge has been reduced somewhat 
since Nov. 30. 

If tax selling be put aside from further 
examination of the November-December 
market, other elements remain to whet the 
exercise of judgment. The stock market 
did experience a considerable reversal this 
autumn; for some investors and traders 
it engendered doubt of early prospects 
for an extensive recovery, for others the 
reaction offered opportunity to analyze 
their holdings anew and decide whether, 
for the sake of dividend yields, to average 
older holdings downward. 


Small Duration of Price Swings 


The stock market has been unusually 
puzzling all of this year. As Edward L, 
Barnes notes in his contribution to these 
pages, the market has for many months 
been busy with transient swings up to re 
ceding tops and retreats part way to the 
low of 1946. The ratio of price to eam 
ings has, all along, disclosed some amar 
ingly low figures; it is far from excep. 
tional to find long-established dividend 
payers with prices 5 to 7 times per share 
earnings. Time was, and not long ago, 
when a ratio of 10 to 1 was considered a 
reasonable relationship. 

As the year’s end approaches, inves 
tor thought is less concerned with such 
mystifying items as price-earnings ratios 
and tends to concentrate upon possibil:- 
ties with a bearing upon prices in the new 
year. To a degree, these uncertainties 
cause market analysis to remain suspended 
in mid-air. In the center stands the ques 
tion: will Congress find it necessary to 
increase corporate income taxes substan 
tially? Call such a step, if taken, eithera 
straight increase or a form of excess 
profits tax, a result of the same order 
would eventuate. An excess profits tar 
would raise an obvious problem: how 
would a base for such an impost be aé- 
justed to the billions of dollars of new 
capital invested in industry since the end 
of the war? 





Statistical and other factual informe 
tion regarding any securities referred to 
in THE ExcHANcE has been obtained from 
sources deemed to be reliable but Tit 
EXCHANGE assumes no responsibility for 
its accuracy or completeness. Neither such 
information nor any reference to any pa 
ticular securities is intended to be @ 
should be considered as in any way 4 
recommendation for the purchase, séle 
or retention of any such securities, 
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KY. 


Some favorable purchases of common 
stocks at prices which let the money earn 
7 per cent enable me to scan the business 
outlook with quite a bit of ease. This is 
not to say that concern over a possible 
recession in 1949 does not bother me some- 
times. It does, but 7 per cent is higher 
than the going earning worth of money 
these days, and so, if business should set 
back, I figure that dividends on the kind 
of stocks I buy would be enough to return 
5 per cent in pretty uncertain times. De- 
pending for about one-quarter of my income 
on investments, I pay little attention to 
price changes but put a lot of thought on 
ways to get a good yield. 


LEXINGTON, 


J. &. &. 


NEW YORK CITY 


Have stock market nerves gone flabby? 
Public comment about the break on the 
day after the election showed consternation. 
For old-timers, that sell-off really wasn’t so 
much and the next ten days were calm. I 
recall occasions during the 1920s when a 
court decision or an adverse freight rate 
decision would set prices back with a bang, 
but traders took such interruptions in stride 
—looking ahead to the next upswing. 


T. L. W. 


MERIDEN, CONN. 


.. . Remember, the stock market was in 
process of a bulge when the election news 
swung its big stick. The Dow-Jones in- 
dustrial average, which is gospel in my 
market records, was still around 188 at the 
end of October, only a trifle under the 
190.19 high for that month, reached on 
Oct. 23. To get there it had risen nearly 
10 points from the month’s lowest figure. 
In other words, the market was vulnerable 
to a surprise—containing trading profits on 
paper, which the traders hurried to save so 


far as possible by hasty sales. To me, the 
market has not been doing badly. As I 
write (Nov. 17) the average remains about 
10 points above this year’s lowest. The 
daily volume, fairly large, has been indi- 
cating lately a. fair balance between the 
designs of sellers and buyers. 


J. McB. 


SEATTLE, WASH. 


The November ExcHANGE’s comment on 
the after-election retreat of stocks contained 
good sense at a time when confusion af- 
fected many persons. The “pay-as-you-go” 
method followed by some large corporations 
in new plant construction and renovations, 
while sound economics, does not, however, 
clear away an important uncertainty for 
equity Whether financed with 
earned cash or in some other way, high-cost 
plant (and construction these days is costly 
enough, in all conscience) calls for high 
amortization and depreciation out of earn- 
ings; and high-cost plant plus high wages 
make the owner’s “break even” point pretty 
lofty for several years at least. From what- 
ever direction one examines the profit out- 
look, all point toward one requirement— 
substantial production, reasonably free of 
interrurtions by strikes. 


investors. 


H. E. 


DAYTON, OHIO 


Your November article about mutual in- 
vestment companies brought me up to date 
about an investment medium which may be 
rated as a new contribution to investment 
machinery. Some years ago I viewed such 
companies as a mushroom, an expediency, 
a substitute for individual research effort. 
The tale of an idea’s growth refutes my own 
early idea. Having seen portfolio records of 
several trusts of long-term growth, it is 
clear that they rely upon securities on the 


Exchange. H. W. 


Letters to the editor in whole or in part, are presented here as a contribution to current 


discussion of investment, economic and general financial subjects of public interest. 


ITHACA, N. Y. 


Reading stock market facts and comment 
quite widely, as subscriptions to financial 
publications and receipt of brokerage house 
letters enable me to do, I have been im- 
pressed this year by the need for an investor 
in common stocks to separate market discus- 
sions from comment about dividends and 
dividend prospects. This long-held impres- 
sion was emphasized by writings on the large 
group of rubber company stocks. Market 
technicians in considerable number could 
not see justification for a further rise of 
prices. This view proved to be correct; 
nevertheless, anyone who read into comment 
about prices a suggestion that earnings and 
dividends were expected to edge off missed 
the mark. Price action and dividend action 
are not necessarily related closely in a 
fluctuating market. 


F. S. B. 


LINCOLN, NEB. 


For guidance in... the study of common 
stock records, contents of THE EXCHANGE 
are a considerable aid to me and I am sure 
others find them useful. For some time, 
however, I have found an ingredient missing 
—discussions of actual (or perhaps theo- 
retical) portfolios and their results in capi- 
tal increases (or decreases) and income 
earned over a period. I recall from past 
years several such articles and they were 
always subject to close examination, for 
the detailed progress of a fund (or the 
reverse) not only refreshes a person’s recol- 
lection of price performances but impresses 
his mind with equities that have done par- 
ticularly well. How about some more of 
them? Portfolios are interesting as well as 
instructive to all classes of investors. 


F. L. Van B. 


Editor’s Note: The suggestion is well taken 
and will receive editorial attention. 





For all to see 


T’S a big moment in a man’s busi- 

ness life when he places on his 
office wall this certificate of mem- 
bership in the New York Stock 
Exchange. 


Here, for all to see, is a coveted 
symbol of business distinction. Here 
is evidence that, together with other 
Members and partners of Member 
Firms—some 3750 in all—he has 
fully and freely accepted a code of 
self-regulation unsurpassed for 
strictness. 


For the rules by which Members 
and Member Firms of the New 
York Stock Exchange agree to con- 
duct their professional relationships 
with clients cover, among other 


things, the amount of capital to 
be maintained . . . disclosure to 
customers of the Firm’s financial 
condition ... plus specific require- 
ments for handling customers’ orders 
and securities. 


In the words of the certificate itself, 
these rules of the Exchange “‘have 
been formulated for the purpose of 
maintaining high standards of honor 
among its Members and for promot- 
ing and inculcating just and equi- 
table principles of trade.” 


A certificate of membership in the 
New York Stock Exchange is not 
easy to get. Nor is it lightly given, 
for no man can qualify for member- 
ship without first fully satisfying 


the Exchange as to his professional ~ 
competence and his business and ~ 
personal integrity. 4 
To the investor seeking high stand- . 
ards of business conduct and pro- 
fessional service, these facts, we be- ~ 
lieve, are most significant. They in- 4 
dicate the positive advantages of 
doing your investment business with | 
a Member Firm of the Exchange. 





TWO RULES FOR INVESTORS ... 


1. Know your securities 


2. Know your broker 


For years the New York Stock Exchange 
has urged investors to get the facts. ‘This 
means—know your securities! It also 
means—know your broker! 
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